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Id IL All 9th Floor

\LJ JI ILLP New York NY 10018

_______________________________ 212.868.3669

Accountants Advisors 212.868.3498/Fax

INDEPENDENT AUDITORS REPORT

To the Board of Directors

Network ipinancial Securities Inc

Red Bank New Jersey

We have audited the accompanying statement of financial condition of Network Financial Securities Inc the

Company as of June 30 2011 and the related statements of operations changes in stockholders equity and cash

flows for the year then ended that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934

These financial statements are the responsibility of the Companys management Our responsibility is to express an

opinion on these financial statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of America

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the

financial statements are free of material misstatement An audit includes examining on test basis evidence

supporting the amounts and disclosures in the financial statements An audit also includes assessing the accounting

principles used and significant estimates made by management as well as evaluating the overall financial statement

presentation We believe that our audit provides reasonable basis for our opinion

As more fully described in Note to the financial statements the Company has not recognized the effects of the

reverse merger In our opinion accounting principles generally accepted in the United States of America require that

the effects of the reverse merger would be recognized by restating the Companys stockholders equity

In our opinion except for the effects of the reverse merger as discussed in Note the financial statements referred

to in the first paragraph present fairly in all material respects the financial position of Network Securities Inc as

of June 30 2011 and the results of its operations and its cash flows for the year then ended in conformity with

accounting principles generally accepted in the United States of America

Our Audit was conducted for the purpose of forming an opinion on the basic financial statements taken as whole

The information contained on pages 14-15 is presented for the purposed of additional analysis and is not required

part of the basic financial statements but is supplementary information required by rule 7a-5 under the Securities

Exchange Act of 1934 Such information has been subjected to the auditing procedures applied in the audit of the

basic financial statements and in our opinion is fairly stated in all material respects in related to the basic financial

statements taken as whole

11
RBSM LLP

New York New York

August 26 2011

New York NY Washington DC Mumbai India Hartford CT

Member of Russell Bedford International with affiliated offices worldwide



NETWORK FINANCIAL SECURITIES INC
STATEMENT OF FINANCIAL CONDITION

June 30 2011

ASSETS

Cash 19170

Deposit with clearing organization 345137

Due from affiliates 48177

Advances to registered representatives 70231

Due from clearing organization 78021

Securities at fair value 36334

Property and equipment net 17935

TOTAL ASSETS 615005

LIABILITIES AND STOCKHOLDERS EQUITY

LIABILITIES

Line of credit 30000

Notes payable
4088

Commissions payable 78943

Due to affiliates 2695

Capital leases payable 18588

Accounts payable accrued expenses and other liabilities 130944

TOTAL LIABILITIES 265258

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS EQUITY

Series Preferred stock $1.00 par value 8% coupon

1000000 shares authorized 215000 shares

issued and outstanding 215000

Series Preferred stock $1.00 par value

4000000 shares authorized none issued and

outstanding

Common stock Class $.0 par value

10000000 shares authorized 1643930 shares

issued and 1141430 outstanding 16439

Common stock Class $.01 par value non- voting

2000000 shares authorized 150878 shares

issued 140528 shares outstanding 1509

Common stock Class $.01 par value

3000000 shares authorized none issued and

outstanding

Additional paid-in capital 1341485

Treasury stock at cost Class 502500 shares

and Class 10350 shares 5129

Accumulated deficit 1219557

TOTAL STOCKHOLDERS EQUITY 349747

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY 615005

the accompanying notes are an integral part of these financial statements
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NETWORK FINANCIAL SECURITIES INC
STATEMENT OF OPERATIONS
For the Year Ended June 30 2011

REVENUES

Commissions 943410

Investment advisory 429775

Investment banking 293800

Net dealer inventory gains 432964

Interest and dividends 22531

Transfer fees and clearing services 11460

TOTAL REVENUES 2133940

OPERATING EXPENSES

Commissions 836309

Employee compensation and benefits 764836

Office expenses 290901

Clearing fees 158975

Occupancy and related expenses 82633

Communications and data processing 116841

Professional fees 147662

Interest 5254

Depreciation 5584

TOTAL OPERATING EXPENSES 2408995

LOSS BEFORE INCOME TAXES 275055

PROVISION FOR INCOME TAXES

NET LOSS 275055

the accompanying notes are an integral part of these financial statements
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NETWORK FINANCIAL SECURITIES INC
STATEMENT OF CASH FLOWS
For the Year Ended June 30 2011

CASH FLOWS FROM OPERATING ACTIVITIES

Net loss 275055

Adjustments to reconcile net loss to net

cash used in operating activities

Depreciation 5584

Changes in operating assets and liabilities

Deposit with clearing organization 340475

Due from affiliates 5413

Advances to registered representatives 6055

Securities 95808

Other assets 1433

Commissions payable 27815

Due to affiliates 6718

Due from clearing organization 78021

Accounts payable accrued expenses and other liabilities 104431

TOTAL ADJUSTMENTS 282587

NET CASH PROVIDED BY OPERATING ACTIVITIES 7532

CASH FLOWS USED IN INVESTING ACTIVITIES

Purchase of property and equipment 7749

NET CASH USED IN INVESTING ACTIVITIES 7749

CASH FLOWS FROM FINANCING ACTIVITIES

Repayment of line of credit 25000

Repayment of notes payable 8878

Repayment of bank overdraft 21413

Repayment of capital lease 930

Proceeds from capital contribution by parent 75000

NET CASH PROVIDED BY FINANCING ACTIVITIES 18779

NET INCREASE IN CASH 18562

CASH- Beginning of year
608

CASH- End of year 19170

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid during year

Interest 1537

Income taxes 2162

Non-cash investing and financing activities

Equipment acquired under capital lease 11892

the accompanying notes are an integral part of these financial statements
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NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2011

NOTE 1-ORGANIZATION

Network Financial Securities Inc the Company was organized as Texas corporation on March 15 1983 and is registered as

broker-dealer with the Securities and Exchange Commission SEC the State of Texas and various other states The Company is

an introducing broker-dealer that clears all transactions with and for customers on fully disclosed basis with clearing broker

The Company is member of the Financial Industry Regulatory Authority FINRA

On June 2009 the Company completed merger transaction with International Smart Sourcing Inc ISSI an inactive

publicly registered shell corporation with no significant assets or operations ISSI was incorporated in February 1998 in Delaware

As result of the reverse merger Network Financial Securities Inc NETW became wholly owned subsidiary of ISSI The

Network Financial Securities Inc Shareholders acquired control of ISSI Upon completion of the reverse merger transaction

ISSI changed its name to Network Financial Group Inc

The effects of this reverse merger were not reflected in these financial statements and reflect this departure from the accounting

principles generally accepted in the United States of America for the current and previous years financial statements The

accounting principles generally accepted in the United States of America require that the effects of the reverse merger would be

recognized by restating the Companys stockholders equity

The Company was required to file with the Financial Industry Regulatory Authority FINRA an application pursuant to FINRA

Rule 1017 the 1017 Application to obtain approval for the sale of up to one hundred percent 100% of the Company FINRA

approved the 1017 application on October 30 2009

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of the financial statements in conformity with accounting principles generally accepted in the United States of

America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and the

disclosure of contingent assets and liabilities at the date of the financial statements as well as the reported amounts of revenues

and expenses during the reporting period Actual results could differ from those estimates

Revenue Recognition

Customer security transactions and the related commission income and expense are recorded as of the trade date Investment

banking revenues include gains losses and fees net of syndicate expenses arising from securities offerings in which the Company

acts as an underwriter or agent Investment banking revenues also include fees earned from providing financial advisory services

Investment banking management fees are recorded on the offering date sales concessions on the settlement date and underwriting

fees at the time the underwriting is completed and the income is reasonably determinable Customers who are financing their

transaction on margin are charged interest The Companys margin requirements are in accordance with the terms and conditions

mandated by its clearing firm The interest is billed on the average daily balance of the margin account

Net dealer inventory gains result from securities transactions entered into for the account and risk of the Company Net dealer

inventory gains are recorded on trade date basis

The Company generally acts as an agent in executing customer orders to buy or sell listed and over-the-counter securities in which

it does not make market and charges commissions based on the services the Company provides to its customers In executing

customer orders to buy or sell security in which the Company makes market the Company may sell to or purchase from

customers at price that is substantially equal to the current inter-dealer market price plus or minus mark-up or mark-down The

Company may also act as agent and execute customers purchase or sale order with another broker-dealer market-maker at the

best inter-dealer market price available and charge commission Mark-ups mark-downs and commissions are generally priced

competitively based on the services it provides to its customers In each instance the commission charges mark-ups or mark

downs are in compliance with guidelines established by the FINRA

Marketable securities are carried at fair value with changes in value included in the statement of income in the period of change

Fair value is in accordance with FASB ASC 820 Fair Value Disclosures

-6-



NETWORK FINANCIAL SECURITIES INC
NOTES TO FiNANCIAL STATEMENTS

For the Year Ended June 30 2011

Cash and Cash Equivalents

The Company considers all highly liquid temporary cash investments with an original maturity of three months or less when

purchased to be cash equivalents

Property and Equipment

Property and equipment is recorded at cost Depreciation is calculated using the straight-line method based on the estimated useful

lives of the related assets which range from five to seven years Leasehold improvements are amortized using the straight-line

method over the shorter of the estimated useful lives of the assets or the terms of the leases Maintenance and repairs are charged to

expense as incurred costs of major additions and betterments that extend the useful life of the asset are capitalized When assets

are retired or otherwise disposed of the costs and related accumulated depreciation or amortization are removed from the accounts

and any gain or loss on disposal is recognized

Fair Value of Financial Instruments

Effective January 2008 the Company adopted the provisions of ASC 820 Fair Value Measurements which defines fair value

for accounting purposes establishes framework for measuring fair value and expands disclosure requirements regarding fair

value measurements The Companys adoption of ASC 820 did not have material impact on its consolidated financial statements

Fair value is defined as an exit price which is the price that would be received upon sale of an asset or paid upon transfer of

liability in an orderly transaction between market participants at the measurement date The degree of judgment utilized in

measuring the fair value of assets and liabilities generally correlates to the level of pricing observability Financial assets and

liabilities with readily available actively quoted prices or for which fair value can be measured from actively quoted prices in

active markets generally have more pricing observability and require less judgment in measuring fair value Conversely financial

assets and liabilities that are rarely traded or not quoted have less price observability and are generally measured at fair value using

valuation models that require more judgment These valuation techniques involve some level of management estimation and

judgment the degree of which is dependent on the price transparency of the asset liability or market and the nature of the asset or

liability As of June 30 2011 the Company has categorized its financial assets and liabilities measured at fair value into three-

level hierarchy in accordance with ASC 820

Impairment of Long-Lived Assets

The Company assesses the recoverability of its long lived assets including property and equipment when there are indications that

the assets might be impaired When evaluating assets for potential impairment the Company first compares the carrying amount of

the asset to the assets estimated future cash flows undiscounted and without interest charges If the estimated future cash flows

used in this analysis are less than the carrying amount of the asset an impairment loss calculation is prepared The impairment loss

calculation compares the canying amount of the asset to the assets estimated future cash flows discounted and with interest

charges If the carrying amount exceeds the assets estimated futures cash flows discounted and with interest charges the loss is

allocated to the long-lived assets of the
group on pro rata basis using the relative carrying amounts of those assets Based on its

assessments the Company did not incur any impairment charges for the year ended June 30 2011

Concentrations of Credit Risk

The Company is engaged in trading and providing broad range of securities brokerage and investment services to diverse group

of retail and institutional clientele as well as corporate finance and investment banking services to corporations and businesses

Counterparties to the Companys business activities include broker-dealers and clearing organizations banks and other financial

institutions The Company uses clearing brokers to process
transactions and maintain customer accounts on fee basis for the

Company The Company uses one clearing broker for substantially all of its business The Company permits the clearing firms to

extend credit to its clientele secured by cash and securities in the clients account The Companys exposure to credit risk

associated with the non-performance by its customers and counterparties in fulfilling their contractual obligations can be directly

impacted by volatile or illiquid trading markets which may impair the ability of customers and counterparties to satis1 their

obligatthns to the Company The Company has agreed to indemnii the clearing brokers for losses they incur while extending

credit to the Companys clients It is the Companys policy to review as necessary the credit standing of its customers and each

counterparty Amounts due from customers that are considered uncollectible by the clearing broker are charged back to the

Company by the clearing broker when such amounts become determinable

-7-



NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2011

Upon notification of charge back such amounts in total or in part are then either collected from the customers ii charged to

the broker initiating the transaction and included in other receivables in the accompanying balance sheet and/or iii charged as an

expense
in the accompanying statements of operations based on the particular facts and circumstances

The maximumpotential amount for future payments that the Company could be required to pay under this indemnification cannot

be estimated However the Company believes that it is unlikely it will have to make any material payments under these

arrangements and has not recorded any contingent liability
in the financial statements for this indemnification

The Company maintains cash with major financial institutions The Federal Deposit Insurance Corporation FDIC insures up
to

up to $250000 are insured by the FDIC at each institution At times such amounts may exceed the FDIC limits At June 30 2011

the Company had no uninsured cash bank balances The Company believes it is not exposed to any significant credit risks for cash

Advances to Registered Representatives

The Company extends unsecured credit in the normal course of business to its registered representatives The determination of the

amount of uncollectible accounts is based on the amount of credit extended and the length of time each receivable has been

outstanding as it relates to each individual registered representative The allowance for uncollectible amounts reflects the amount

of loss that can be reasonably estimated by management and is included as part of operating expenses
in the accompanying

statements of operations As of June 30 2011 the Company has reserved approximately $90000 for any potential non-collection

Income Taxes

In accordance with ASC 740 Income Taxes The Company accounts for income taxes under the liability method Deferred

income tax assets and liabilities are determined based on the estimated future tax effects of temporary differences between the

financial statement and tax bases of assets and liabilities as measured by current enacted tax rates The Company periodically

assess whether it is more likely than not that they will generate sufficient taxable income to realize the deferred tax assets The

Company records valuation allowance as necessary to reduce the deferred tax assets to the amount of future tax benefit that The

Company estimates is more likely than not to be realized The Company believes that their estimates are reasonable however the

final outcome of tax matters may be different from than the estimates reflected in their consolidated financial statements

The Companys income tax provisions are based on assumptions and calculations which will be subject to examination by various

tax authorities The Company records tax benefits for positions that they believe are probable of being sustained under such

examinations Regularly the Company assesses the potential outcome of such examinations to determine the adequacy of their

income tax accruals The Company adjusts their income tax provision during the period in which they determine that the actual

results of the examinations may differ from their estimates Changes in tax laws and rates are reflected in their income tax

provision in the period in which they occur

In June 2006 the FASB issued ASC 740 Income Taxes which prescribes recognition threshold and measurement attribute for

the financial statement recognition and measurement of tax position taken or expected to be taken in tax return It also provides

guidance on derecognition classification treatment of interest and penalties and disclosure of such positions Effective January

2007 the Company adopted the provisions of ASC 740 as required As result of implementing ASC 740 there has been no

adjustment to the Companys financial statements and the adoption of ASC 740 did not have material effect on the Companys

financial statements for the year ending June 30 2011

NOTE SECURITIES OWNED AND SECURITIES SOLD BUT NOT YET PURCHASED AT MARKET

The following table shows the market values of the Companys investment securities owned and securities sold but not yet

purchased as of June 30 2011

Securities

Securities sold but not

Owned Purchased

Securities other than clearing firm deposit 36334

Securities sold but not yet purchased commit the Company to deliver specified securities at predetermined prices The transactions

may result in market risk since to satisfy the obligation the Company must acquire the securities at market prices which may

exceed the values reflected in the statements of financial condition As of June 30 2011 the Company had no securities sold but

not yet purchased
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NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2011

NOTE 4-DEPOSIT WITH CLEARING ORGANIZATION

The following represents amounts on deposit with Southwest Securities Inc Southwest and Legent Clearing LLC Legent
in the Companys clearing broker inventory account

Southwest Legent Total

Cash 14495 260885 275380

Marketable securities 89118 89118

Fair value adjustment for marketable securities 19361 19361

14495 330642 345137

The marketable securities are primarily comprised of corporate stocks Marketable securities on deposit with Legent Securities are

reflected at fair value The Company is required to maintain balance of $100000 with Legent of cash and securities but the

Company currently maintains deposit balance of $350000

On April 21 2010 the Company entered into fully executed Clearing Agreement with Legent effective as of April 15 2010 the

Legent Clearing Agreement Pursuant to the Legent Clearing Agreement Legent will provide certain services to the Company

with respect to customer accounts the Accounts introduced by the Company to Legent Among other things the Services shall

include the following executing clearing and settling securities transactions on behalf of the Company ii preparing and

delivering confirmations and Account statements iii extending credit to Accounts iv performing various cashiering functions

safeguarding Account funds and securities and vi maintaining books and records with respect to the Accounts

The Company along with Southwest and Legent entered into an agreement to begin the transfer from Southwest to Legent of all

customer accounts introduced by the Company on August 13 2010 Subsequent to this transfer the Company used Legent to clear

its brokerage business

The Company also has deposit of$14495 in cash at Southwest due to an account still held at the former clearing company

NOTE 5-DUE FROM AFFILIATED COMPANIES

As of June 30 2011 due from affiliated companies consisted of the following

Network Financial Advisors Inc 8093

Network Financial Assurance Inc 200

National Financial Services Group Inc 39884

48177

Represents amounts due from an affiliated company whose officers and shareholders are officers and shareholders of

the Company
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NETWORK FINANCIAL SECURITIES INC
NOTES TO FiNANCIAL STATEMENTS

For the Year Ended June 30 2011

NOTE 6- PROPERTY AND EQUIPMENT

Property and equipment net consists of the following at June 30 2011

Equipment 135003

Furniture and fixtures 31251

Total 166254

Less accumulated depreciation 148319

Property and Equipment Net 17935

Depreciation expense for the year ended June 30 2011 was approximately 5584

NOTE 7- CAPITAL LEASE OBLIGATION

As of June 30 2010 the Company has equipment under capital lease expiring in August 2012 The asset and liability under the

capital lease are recorded at the lower of the present value of the minimum lease payments or the fair value of the asset The asset

is included in property and equipment and is amortized over the estimated life of the asset The interest rate under the lease is

6.60% and is imputed based on the lessors implicit rate of return The Capital lease is payable in monthly installments of $532

including interest through August 2012

As of September 10 2010 the Company has equipment under capital lease expiring in September 2015 The asset and liability

under the capital lease are recorded at the lower of the present value of the minimum lease payments or the fair value of the asset

The asset is included in property and equipment and is amortized over the estimated life of the asset The interest rate under the

lease is 6.89% and is imputed based on the lessors implicit rate of return The Capital lease is payable in monthly installments of

$210 including interest through September 2015

Amortization of assets held under the capital lease is included in depreciation expense

At June 30 2011 the future lease payments under the capital lease are as follows

Fiscal Year Ending

June 30 Amount

2012 9437

2013 2517

2014 2517

2015 2517

2016 1600

Total minimum lease payments 18588

NOTE 8- LINE OF CREDIT

The Companys bank line is payable on demand The maximum amount the Company could borrow is $100000 indebtedness

under the line of credit provides for interest at the banks prime rate plus 1.0% As of June 30 2011 the amount outstanding under

this credit facility was $30000 Indebtedness under the credit agreement is collateralized by substantially all of the assets of the

Company and officers personal guarantee

-10-



NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2011

NOTE NOTES PAYABLE

Notes payable include settlement agreements entered into with the NASD in May 2010 and September 2010 for monetary

sanctions imposed against the Company See Note 13 As of June 30 2011 notes payable consists of as follows

Note payable to FINRA in monthly installments of $500 per
month 824

including interest at rate of 6.25% through August 2011

Note payable to FNRA in monthly installments of $500 per month

including interest at rate of 3% through January 2012 3264

4088

NOTE 10- INCOME TAXES

As of June 30 2011 the Company had net operating loss carryforwards available to offset future taxable income of approximately

2.2 million These net operating losses which if not utilized begin expiring in 2031 At June 30 2011 the Company has

deferred tax asset which consists primarily of net operating losses Deferred income taxes reflect the net tax effects of operating

loss and tax credit carryforwards and temporary differences between carrying amounts of assets and liabilities for financial

reporting purposes and the amounts used for income tax purposes In assessing the realization of deferred tax assets management

considers whether it is more likely than not that some portion or all of the deferred tax assets will not be realized The ultimate

realization of deferred tax assets is dependent upon the generation of future taxable income during the periods in which temporary

differences representing net future deductible amounts become deductible ASC 740 requires that valuation allowance be

established when it is more likely than not that all or portion of deferred tax assets will not be realized

review of all available positive and negative evidence needs to be considered including companys performance the market

environment in which the company operates the length of carryback and carryforward periods and expectations of future profits

etc

The Company believes that uncertainty exists with respect to future realization of the deferred tax assets and has established

valuation allowance for the full amount as of June 30 2011

NOTE 11BENEFIT CONTRIBUTION PLAN

The Company sponsors 401K profit sharing plan that covers substantially all of its employees The plan provides for

discretionary annual contribution and is allocated in proportion to compensation In addition each participant may elect to

contribute to the Plan by way of salary deduction An employee becomes fully vested in the Companys contribution after

years participant is fully vested in their own contributions For the year ended June 30 2011 the Company made no

discretionary contributions to the Plan

NOTE 12 STOcKHLDERS EQUITY

Shares Authorized

The Companys authorized number of shares of capital stock is 20000000 issuable in series with rights preferences privileges

and restrictions as determined by the Board of Directors
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NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2011

Series Preferred Stock

As of June 30 2011 the Company has 1000000 shares authorized of 8% Series preferred stock $1.00 par value and 215000

shares are outstanding

The Series preferred stock is redeemable at the option of the Companys Board of Directors at 125% of the issuance price plus

any dividends earned but unpaid and after one year outstanding The Series preferred stock is non-voting and non-cumulative

Of the 215000 shares issued 130000 shares are owned by National Financial Services Group Inc an affiliated Company whose

officers and shareholders are officers and shareholders of the Company For the year ended June 30 2011 the Company paid no

dividends with respect to the preferred stock

The preferred stock shareholders are entitled to bonus dividend at the discretion of the board of directors based on the

profitability of the firms market making investment activities minus certain deductions No bonus dividends were declared for the

year ended June 30 2011

Series Preferred Stock

As of June 30 2011 the Company has 4000000 shares authorized of Series preferred stock $1.00 par value none issued and

outstanding The class preferred stock is non-voting

Class Common Stock

As of June 30 2011 the Company has 10000000 shares of class common stock $0.01 par value authorized 1643930 shares

are issued and 1141430 shares are outstanding The class common stock is voting

Class Common Stock

As of June 30 2011 the Company has 2000000 shares of class common stock $0.01 par value authorized 150878 shares are

issued and 140528 shares are outstanding The class common stock is non-voting and is convertible to class voting stock on

11 ratio upon 75% member approval of the Board of Directors

Class Common Stock

As of June 30 2011 the Company has 3000000 shares of class common stock $0.01 par value authorized none issued and

outstanding The class common stock is non-voting

NOTE 13- COMMITMENTS AND CONTINGENCIES

Litigation

The Company may be involved in legal proceedings in the ordinary course of business Such matters are subject to many

uncertainties and outcomes are not predictable with assurance The Company currently is not involved in any legal proceedings

which are not in the ordinary course of business

Enforcement Actions

In April 2010 the Company entered into settlement agreement with the NASD for monetary sanctions imposed on the

Company The monetary sanctions amounted in the aggregate to $10000 The term of the settlement agreement allowed the

Company to follow an installment arrangement Principal terms of the arrangement required down payment of 25% The

remaining balance is to be paid over term of 16 months Interest is to be paid at rate of approximately 6.25% per annum See
Note

In September 2010 the Company entered into settlement agreement with the NASD for monetary sanctions imposed on the

Company The monetary sanctions amounted in the aggregate to $10000 The term of the settlement agreement allowed the

Company to follow an installment arrangement Principal terms of the arrangement required down payment of 25% The

remaining balance is to be paid over term of 16 months Interest is to be paid at rate of approximately 3% per annum See Note

On August 11 2011 the Company made proposal to FINRA of $12500 to settle an outstanding trading violation issued against

the Company The AWC has not been accepted at the time of the issuance of these financial statements and there are no

assurances that it will be accepted by FINRA subsequently
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NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2011

Lease Commitments

As of July 30 2010 the Company assigned the rights of this corporate office facility to the parent Network Financial Group

Inc All outstanding balances owed were paid prior to the assignment

Rent expense paid to the parent for the year ended June 30 2011 was $67500

NOTE 14- FAIR VALUE MEASUREMENTS

ASC 820 defines fair value as the amount that would be received for an asset or paid to transfer liability i.e an exit price in

the principal or most advantageous market for the asset or liability
in an orderly transaction between market participants on the

measurement date ASC 820 also establishes fair value hierarchy that requires an entity to maximize the use of observable

inputs and minimize the use of unobservable inputs when measuring fair value ASC 820 describes the following three levels of

inputs that may be used

Level Quoted prices unadjusted in active markets that are accessible at the measurement date for identical assets and

liabilities The fair value hierarchy gives the highest priority to Level inputs

Level Observable prices that are based on inputs not quoted on active markets but corroborated by market data

Level Unobservable inputs when there is little or no market data available thereby requiring an entity to develop its own

assumptions The air value hierarchy gives the lowest priority to Level inputs

The table below summarizes the fair values of our financial assets that are measured on recurring basis at fair value as of June

30 2011

Level Level Level Total

Securities held for resale at market 49211 49211

Deposits with clearing organization 89118 89118

Total 138329 138329

NOTE 15-NET CAPITAL REQUIREMENTS

The Company is registered broker-dealer and is subject to the SECs Uniform Net Capital Rule 15c3-l This requires that the

Company maintain minimum net capital of $100000 and also requires that the ratio of aggregate indebtedness as defined to net

capital shall not exceed 15 to

As of June 30 2011 the Companys net capital exceeded the requirement by approximately $65212

Advances dividend payments and other equity withdrawals are restricted by the regulations of the SEC and other regulatory

agencies are subject to certain notification and other provisions of the net capital rules of the SEC The Company qualifies under

the exemptive provisions of Rule 15c3-3 as the Company does not carry security accounts for customers or perform custodial

functions related to customer securities

-13-



NETWORK FINANCIAL SECURITIES INC
COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION
AS OF JUNE 30 2011

NET CAPITAL

Total stockholders equity 349747

Decuctions and/or charges

Non-allowable assets

Due from related parties 48177

Property and equipment 17935

Other assets 97601

163713

NET CAPITAL BEFORE HAIRCUTS AND SECURITIES 186034

Haircuts of securities

Trading and investment securities

Other securities 15074

Blockage charges 5748

20822

NET CAPITAL 165212

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required 100000

Excess net capital 65212

Excess net capital at 1000% 45212

AGGREGATE INDEBTEDNESS

Items included in statement of financial condition

Line of credit 30000

Notes payable 4088

Lease payable 18588

Bank overdraft 12877

Accounts payable and accrues expenses 130944

Payable to registered representatives 78943

Due to affiliates 2695

TOTAL AGGREGATE INDEBTEDNESS 278135

Ratio aggregate indebtedness to net capital to

-14-



NETWORK FINANCIAL SECURITIES INC
COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION

AS OF JUNE 30 2011

RECONCILATION WITH COMPANYS COMPUTATION

Included in Part II of Fonii X-17a-5 as of June 30 2011

No material differences exist between the above computation and the computation on the unaudited focus pursuant

to Rule 17a-5

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS UNDER RULE 15c3-3

The Company is exempt from the provision of rule 15c3-3 and for the year ended June 30 2011 the Company was

in compliance with the conditions of exemption
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West 37th Street

Id IL A/I 9th Floor

tLJJI ILLP New YorkNY 10018

________________________________ 212.868.3669

Accountants Advisors
212.868.3498/Fax

INDEPENDENT AUDITORS REPORT ON INTERNAL ACCOUNTING CONTROL

Board of Directors

Network Financial Securities Inc

Red Bank New Jersey

In planning and performing our audit of the financial statements and supplemental schedules of Network Financial

Securities Inc the Company for the year ended June 30 2011 we considered its internal control including

control activities for safeguarding securities in order to determine our auditing procedures for the purpose of

expressing our opinion on the financial statements and not to provide assurance on internal control

Also as required by rule 17a-5g1 of the Securities and Exchange Commission SEC we have made study of

the practices and procedures followed by the Company including tested of such practices and procedures that we

considered relevant to the objectives stated in rule 17a-5g in making the periodic computations of aggregate

indebtedness and net capital under rule 17a-3a1 and for determining compliance with the exemptive provisions

of rule 15c3-3 Because the Company does not carry securities accounts for customers for perform custodial

functions relating to customer securities we did not review the practices and procedures followed by the Company

in any of the following

Making quarterly securities examinations counts verifications and comparisons

Recordation of differences required by rule 17a-13

Complying with the requirements of prompt payment for securities under section of Federal

Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the practices

and procedures referred to in the preceding paragraph In fulfilling this responsibility estimates and judgments by

management are required to assess the expected benefits and related costs of controls and of the practices and

procedures referred to in preceding paragraph and to assess whether those practices and procedures can be expected

to achieve the SECs above-mentioned objectives Two of the objectives of internal control and the practices and

procedures are to provide management with reasonable but not absolute assurance that assets for which the

Company has responsibility are safeguarded against loss from unauthorized use or disposition and that transactions

are executed in accordance with managements authorization and recorded properly to permit the preparation of

financial statements in conformity with generally accepted accounting principles Rule 17a-5g lists additional

objectives of the practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control or the practices and procedures referred to above errors or fraud

may occur and not be detected Also projection of any evaluation of them to future periods is subject to the risk that

they become inadequate because of changes in conditions or that the effectiveness of their design and operation may

deteriorate

control deficiency exists when the design or operation of control does not allow management or employees in

the normal course of performing their assigned functions to prevent or detect misstatements on timely basis

significant deficiency is control deficiency or combination of control deficiencies that adversely affects the

Companys ability to initiate authorize record process or report financial data reliably in accordance with

generally accepted accounting principles such that there is more than remote likelihood that misstatement of the

entitys financial statements that is more than inconsequential will not be prevented or detected by the Companys

internal control

material weakness is significant deficiency or combination of significant deficiencies that results in more than

remote likelihood that material misstatement of the financial statements will not be prevented or detected by the

Companys internal control

New York NY Washington DC Mumbai India Hartford CT

Member of Russell Bedford International with affiliated offices worldwide
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Our consideration of internal control would not necessarily disclose all matters in internal control that might be

material weaknesses under standards established by the American Institute of Certified Public Accountants Except

for weaknesses identified related to segregation of duties related to the limited resources and number of employees

in the accounting function we noted no matters involving the internal control including control activities for

safeguarding securities that we consider to be material weakness as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second paragraph of

this report are considerably by the SEC to be adequate for its purpose in accordance with the Securities Exchange

Act of 1934 and related regulations and that practices and procedures that do not accomplish such objectives in all

material respects indicate material inadequacy for such purposes Based on this understanding and on our study

we believe that the Companys practices and procedures were adequate at June 30 2011 to meet the SECs

objectives

This report is intended solely for the information and use of Board of Directors management the SEC FINRA and

other regulatory agencies that rely on rule 17a-5g under the Securities Exchange Act of 1934 in their regulation of

registered brokers and dealers and is not intended to be and should not be used by anyone other than these specified

parties

RBSM LLP

New York New York

August 26 2011

New York NY Washington DC Mumbai India Hartford CT

Member of Russell Bedford International with affiliated offices worldwide
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The Board of Directors

Network Financial Securities Inc

Red Bank New Jersey

In accordance with Rule 17a-5e under the Securities Exchange Act of 1934 we have performed the procedures

enumerated below with respect to the accompanying Schedule of Assessment and Payments

Assessment Reconciliation Form SIPC-7T to the Securities Investor Protection Corporation SPIC for the year

ended June 30 2011 which were agreed to by Network Financial Securities Inc and the Securities and Exchange

Commission Financial Industry Regulatory Authority Inc and SIPC solely to assist you in evaluating Network

Financial Securities Inc.s compliance with the applicable instructions of the Transitional Assessment

Reconciliation Form SIPC-7T Network Financial Securities Inc.s management is responsible for the Network

Financial Securities Inc.s compliance with those requirements This agreed-upon procedures engagement was

conducted in accordance with the attestation standards established by the American Institute of Certified Public

Accountants The sufficiency of these procedures is solely the responsibility of those parties specified in this report

Consequently we make no representation regarding the sufficiency of the procedures described below either for the

purpose for which this report has been requested or for any
other

purpose
The procedures we performed and our

findings are as follows

Compared the listed assessment payments in the Form SIPC-7T with respective cash disbursement record

entries noting no differences

Compared the amounts reported on the audited Form X-17A-5 for the year
ended June 30 2011 with the

amounts reported in the Form SIPC-7T for the year
ended June 30 2011 noting no differences

Compared any adjustments in Form SIPC-7T with supporting schedules and working papers noting no

differences and

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and in the related schedules

and working papers supporting the adjustments noting no differences

We were not engaged to and did not conduct an examination the objective of which would be the expression of an

opinion on compliance Accordingly we do not express
such an opinion Had we performed additional procedures

other matters might have come to our attention that would have been reported to you

This report is intended solely for the information and use of the specified parties listed above and is not intended to

be and should not be used by anyone other than these specified parties

íL
RBSM LLP

New York New York

August 26 2011

New York NY Washington DC Mumbai India Hartford CT

Member of Russell Bedford International with affiliated offices worldwide
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